MINUTES OF THE BOARD OF SUPERVISORS
COUNTY OF LOS ANGELES, STATE OF CALIFORNIA

Violet Varona-Lukens, Executive Officer-
Clerk of the Board of Supervisors

383 Kenneth Hahn Hall of Administration
Los Angeles, California 90012

Auditor-Controller

Chief Administrative Officer

County Counsel

County Librarian

Director of Children and Family Services
Director of Health Services

Director of Mental Health

Sheriff

At its meeting held April 29, 2003, the Board took the following action:

99
The following item was called up:

Consideration of the Chief Administrative Officer's recommendations
related to the 2003-04 Proposed Budget; and order such revisions,
additions, and changes to the Chief Administrative Officer's budget
recommendations as deemed necessary, and approve the revised
figures as the Proposed Budget for Fiscal Year 2003-04; instruct the
Auditor-Controller to have the necessary copies printed; order the
publication of the necessary notices; and set May 14, 2003 as the
date on which public budget hearings will begin.

David E. Janssen, Chief Administrative Officer made a verbal presentation on the
2003-04 Proposed Budget.

By common consent and there being no objection, the Board agreed to conduct the
Health Department Budget Committee of the Whole/Joint Meeting in conjunction with
the 2003-04 Proposed Budget.

(Continued on Page 2)
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Annelle Grajeda, representing SEIU Local 660, Patricia Stenehjem, Rodriguo Rivas,
Beth Ann Moody, Genevieve Clavreul, Judy Magana and others addressed the Board
regarding the proposed reductions in health services at LAC+USC Medical Center and
closure of High Desert and Rancho Los Amigos National Rehabilitation Center. In
addition, Mr. Barry Hartz and Jerry Sooter, representing the California Tea Party,
addressed the Board regarding the proposed budget.

Dr. Thomas L. Garthwaite, Director, Fred Leaf, Chief Operating Officer, and
Gary Wells, Finance Director, Department of Health Services answered questions
posed by the Board relating to the reduction of health services and closure of High
Desert and Rancho Los Amigos National Rehabilitation Center.

Supervisor Molina made the following statement:

“On November 12, 2002, the Board directed County Counsel, the
Auditor-Controller and the Chief Administrative Officer to ensure that
all litigation costs be readily and efficiently tracked. This is a crucial
task. The County spends millions of dollars on legal costs; last fiscal
year alone, the County spent over $167 million on legal costs, and over
$129 million of that money was related to litigation. We cannot begin
to manage those expenditures responsibly until we can track how
those millions are spent.

“The November 12, 2002 motion also asked County Counsel to set
aside $3.48 million into Provisional Financing Uses to determine if
some or all of that money could be saved through litigation
management reforms. The purpose of this exercise was to have
County Counsel set a goal for saving money, implement reforms to
reach that goal and implement tracking mechanisms to determine
whether or not the goal was reached.

“On March 25, 2003, the Chief Administrative Officer and Auditor-
Controller issued a report providing recommendations to ensure that all
litigation costs are charged to budget units in a consistent manner, so
that total litigation costs, and costs for each Department will be easier
to track. Those recommendations appear to provide concrete and
clear steps to accomplish that goal.”

(Continued on Page 3)
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Therefore, on motion of Supervisor Molina, seconded by Supervisor Yaroslavsky,
unanimously carried, the County Counsel, Auditor-Controller and Chief Administrative
Officer were instructed to report back to the Board during the May 2003 Budget
Hearings with the following:

1.

2.

3.

4.

An update on all of their efforts to implement systems, including the
Risk Management and Information System (RMIS), to track litigation
costs and any concerns or challenges they have;

An update on how much the County is spending this fiscal year
compared to last fiscal year on litigation costs, and the ability to save any
portion of the $3.48 million set aside in Provisional Financing

Uses (Board Order No. 122 of November 12, 2002) to determine if

some or all of that money could be saved through litigation

management reforms;

A plan to save at least 5% in litigation costs during Fiscal Year 2003-04; and
Their plan for implementing the recommendations set forth in the

attached March 25, 2003 report on litigation cost accounting procedures,
so that recommendations are in place prior to July 1, 2003.

In addition, Supervisor Molina requested the following reports at the Budget Hearing
scheduled for May 14, 2003:

Report by the Sheriff on the pilot program efforts to develop station level
information on law enforcement service levels, crime statistics, response
times, number of calls for services, position allocations and expenditures
for the unincorporated communities.

Report by the Director of Mental Health on the AB 3632 and SB 90
Programs, the $10 million in unspecified service reductions in the
Department’s budget and on the in-patient psychiatric services.

Report by the County Librarian on library curtailments in the areas of
hours, programs and staffing within each Supervisorial District.

(Continued on Page 4)
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Report by the Director of Children and Family Services on the utilization
of funds that were redirected as a result of the closure of MacLaren
Children’s Center for alternative services and placement resources for
the population of youth formerly served by MacLaren.

After further discussion, on motion of Supervisor Yaroslavsky, seconded by
Supervisor Molina, duly carried by the following vote: Ayes: Supervisors Molina,
Yaroslavsky and Burke; Noes: Supervisors Knabe and Antonovich, the Board approved
the Chief Administrative Officer’'s aforementioned recommendations.

01042903-99
Attachments

Copies distributed:
Each Supervisor

NOTE: Following the discussion regarding the reduction of health services there was
no action taken by the Board during the Health Department Budget Committee of the
Whole/Joint Meeting of the Board of Supervisors which was held in conjunction with
the discussion of the 2003-04 Proposed Budget.
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COUNTY OF LOS ANGELES
DEPARTMENT OF AUDITOR-CONTROLLER

KENNETH HAHN HALL OF ADMINISTRATION
500 WEST TEMPLE STREET, ROOM 525
LOS ANGELES, CALIFORNIA 90012-2766

PHONE: (213) 974-8301  FAX: (213) 626-5427

J. TYLER McCAULEY
AUDITOR-CONTROLLER

March 25, 2003

TO: Supervisor Yvonne Brathwaite Burke, Chair
Supervisor Gloria Molina
Supervisor Zev Yaroslavsky
Supervisor Don Knabe
Supervisor Michael D. Afitonovich

FROM: J. Tyler McCauley
Auditor-Controller

David E. Janssgn"f gze/
Chief Administratibe icer

!
SUBJECT: LITIGATION COST ACCOUNTING PROCEDURES

As directed by the Board, we have reviewed the methods used by the County to budge
and account for litigation-related costs (expenditures). The purpose of the review wa
to identify improvements that could be made to obtain more timely, accurate an
meaningful information on these expenditures.

The County has two budget units for litigation expenditures; the Insurance budget ang
the Judgments and Damages (J&D) budget. The Insurance budget unit is primaril
used for medical malpractice, automobile and liability claims/lawsuits that are processet
through Third Party Administrators. The J&D budget unit is used for all other types @
litigation, excluding workers' compensation. The Insurance budget unit is administereg
by the Chief Administrative Office (CAO) and the J&D budget unit is administered b
County Counsel.

Our review focused on the J&D budget unit where most of the issues arose. Our reviey
disclosed a number of issues that make it difficult for the County to accurately monita
litigation costs. The following are areas where we believe improvements are needed.

« Litigation expenditures are not broken down by department in the J&D budge
unit's accounting records on the Countywide Accounting and Purchasing Systen
(CAPS).

» Some J&D related judgments/settlements and litigation expenditures are chargeg
directly to departments and are not recorded in the J&D budget unit.
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County Counsel internal litigation expenditures for some departments are not
charged to the J&D budget unit, but instead are charged separately to the
departments through County Counsel's operating budget. In addition, some non-
litigation outside attorney expenditures (e.g., Marina lease renewals) are charged
to the J&D budget unit.

County departments do not consistently record litigation expenditures in the
same CAPS accounts used by County Counsel.

The amounts charged to departments often do not equal the actual expenditures.
The difference between the actual expenditures and what is charged becomes
Net County Cost of J&D, rather than the responsible department.

In order to address the problems noted, we recommend that the County adopt the

following procedures:

All judgments/settiements and other litigation expenditures for J&D related
litigation for all County departments should be initially charged to the J&D budget
unit (posted to the appropriate new level two organization number), then charged
to the appropriate department.

All judgments/settiements and other litigation expenditures for Insurance related
litigation for all County departments should be initially charged to the Insurance
budget unit (posted to the appropriate new level two organization number), then
charged to the appropriate department.

All County Counsel in-house litigation expenditures (including salaries
employee benefits and departmental overhead) for County departments, should
be charged to J&D and subsequently billed to the departments. County Counsel
in-house non-litigation expenditures (transactional/advice costs) should not |be
billed to J&D or Insurance. These charges should be billed to the department
from County Counsel's operating budget.

Outside attorney fees for non-litigation expenditures should not be billed to J&D
or Insurance, nor paid through County Counsel’s operating budget. These non-
litigation fees should be sent to the responsible department for direct payment.

All J&D related litigation expenditures should be billed from the J&D budget unit

should equal actual expenditures. Litigation expenditures not related t
specific department should continue to not be billed. Litigation expenditures
related to more than one department should be allocated to the invol
departments.

AUDITOR-CONTROLLER
COUNTY OF LOS ANGELES
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« All J&D and Insurance fees and costs should be posted to the appropriate minor
object code for plaintiff and defendant costs. The litigation costs should |be
identified separately between plaintiff and defendant costs because these costs
are amortized over a different number of years for the Countywide Cost
Allocation Plan, which is used to bill the federal and state government when the

litigation relates to their programs.

« The J&D accrued liability amount should be clearly differentiated in CAPS from
the total cash expenditures for judgments and settlements.

The Auditor-Controller's Accounting Division will assist County Counsel and the CAO
develop the new accounting structure and assign minor object codes for litigation
expenditures which should reflect consistency with the Risk Management Informatjon
System expenditure codes.

It should be noted that prior to fiscal year 2002-03, litigation expenditures for non-
County agencies (e.g., Metropolitan Transit Authority and Metrolink) were charged to
J&D and then billed to the agencies. Beginning in fiscal year 2002-03, County Counsel
stopped charging current year litigation expenditures for non-County agencies to the
J&D budget unit. We agree with County Counsel's decision and believe they should
continue to keep non-County litigation expenditures out of the J&D budget unit. County
Counsel should continue to bill non-County agencies directly for all litigation
expenditures.

Attachment | is a revised accounting structure that illustrates the proposed new
accounting format for the J&D budget unit. Similar issues regarding itemizing
expenditures by category and department exist in the Insurance budget unit (see
Attachment Il).

Attachment [l illustrates the recommended budget units and agencies where litigation
expenditures should be distributed and recorded. The recommended procedures
should result in summary information on litigation expenditures for departments bejng
available in a timely and accurate manner. They will also ensure that all expenditures
are billed to the responsible department to strengthen accountability. The use| of
standardized accounts should improve comparability and accuracy of information.| If
approved by the Board, these modifications can be incorporated into the 2003-:04
County’s Final Budget.

Our review only included the operation of the County’s centralized accounting and
budgeting process. On March 6, 2001, the Board approved the development gnd
implementation of a new Risk Management Information System (RMIS). The main gpal
of RMIS is to provide an enterprise solution for managing the County's liabilities such|as
third party liability, litigation and non-litigation matters. RMIS attempts to integrate
departments’ informational needs across the County into a single system. Presently
departments have their own computer systems and data bases that RMIS will bring
together into a single, integrated program with a single data base so that departments

AUDITOR-CONTROLLIEER
COUNTY OF LOS ANGELES
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can more efficiently share information and communicate with each other using real ti
data.

The CAQ indicated that RMIS will provide the following benefits to the County:

« County-wide Risk Management Reporting

To identify costs from various budgets (Insurance Budget, Judgments
Damages Budget, etc.), including contract law firm fees, legal and ot
expenses, in-house attorney costs associated with claims, lawsuits and ot
work billed to departments.

» Department Financial Reporting

To identify where in a department's budget liability related costs are being paid.

+ Special Considerations

me

ner
ner

To accommodate split or multiple funded cases, refunds, subrogation, changes in

funding, year-end closing, billing fees to responsible departments, automa
check writing capability and tracking of fees, costs, and recovery where
County is the plaintiff.

« Enhanced Report Writing Capabilities

RMIS will produce a wide variety of reports and ad hoc report writing capabilities.

¢ Electronic Claims and Lawsuit Management

ted
the

Users of RMIS will have a wide variety of tools to manage the progression and

cost of claims and lawsuits.

The Auditor-Controller, CAO, Chief Information Office, and County Counsel will w

ork

together to ensure the implementation of the recommendations in this report are

compatible with RMIS.

If you have any questions, please call Pat McMahon at (213) 974-0729.

JTM:PM:mv
Attachments

c: Lloyd W. Pellman, County Counsel
Violet Varona-Lukens, Executive Officer
Public Information Office
Audit Committee

AUDITOR-CONTROLLER

COUNTY OF LOS ANGELES
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